








Abtut Hit Comp my 


General Mills is a leading marketer of 
consumer foods and the leader in the 
full-service dinnerhouse restaurant 
segment. The company’s ongoing goal is 
the development of products and services 
that consumers recognize as better than 
competitive offerings. General Mills is 
committed to achieving financial results 
that rank well within the top quartile of 
major corporations. The company is also 
committed to gcxxJ corporate citizenship, 
giving particular attention to those com¬ 
munities where General Mills people live 
and work. 
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The Years in Brief 


r iscal Year Ended 


Amounts in Millions, Except Per Share Data anPercentages 

28, 1989 

May 29, 1988 

Percent Change 

Continuing Operations 

Sales 

>5,620.6 

$4,979.6 

13% 

Earnings after Taxes 

315.3 

282.2 

12 

Earnings per Share 

385 

3.24 

19 

Return on Average Equip - 

45.7% 

40.9% 

4.8 points 

Results After Discontinued Operations and Accounting Change 

Net Earnings 

S 414.3 

$ 283.1 

46% 

Net Earnings per Share 

5.06 

3.25 

56 

Average Shares Outstanding 

81.9 

87.0 

(6)% 

Dividends per Share 

S 1.88 

$ 1.60 

18 

Year-end Market Price per Share 

67.50 

45.75 

48 


Sales 

Dollars in Billions 
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Continuing Operations 


Dividends per Share 

Dollars 
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Earnings per Share 

Dollars 

CGR = 26% 


* 85 



Continuing Operations 


Return on Average Equity 

Percent 


46 



"Based on Earnings from 
Continuing Operations 


Earnings after Taxes 

Dollars in Millions 

CGR = 23% 


315 3 
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Continuing Operations 


After-tax Return on Capital 

Percent 


21 



"Based on Earnings from 
Continuing Operations 
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Letter to Shareholders and Employees 


F iscal 1989 was another highly successful year 
for General Mills. This letter highlights our 
current performance and our strategy to con¬ 
tinue to deliver outstanding results. 

Fiscal 1989 Summary Earnings per share 
from continuing operations increased 19 per¬ 
cent to $3.83. After-tax earnings grew 12 
percent to $315.3 million, or 3.6 percent of 
sales. Return on average shareholders' equity, based on 
earnings from continuing operations, was 46 percent. 
After-tax return on capital reached 21 percent. Each of 
these figures is a record high for General Mills and 
exceeds our financial goals. 

Sales rose 13 percent to 53.62 billion Operating 
profits were up 10 percent to $380.1 million General 
Mills* sales and operating profit gains in 1989 are a result 
of aggressive internal growth programs throughout the 
company Big G cereals, Red Lobster and The Olire Car¬ 
den restaurants had strong growth, with an 11 percent 
unit volume gain in cereals, excellent sales gains in 
established restaurant units, and the addition of 100 new 
restaurants. Market share improved in virtually all of our 
key businesses. 

Our record financial results and continuing operating 
momentum stimulated strong shareholder returns. Divi¬ 
dends grew-18 percent to $ 1.88 per share. The new- 
annual rate of $2.20. effective with the August 1. 1989, 
payment, represents a further P percent increase and 
ensures a 23th consecutive year of increased dividends 
per share in 1990. The market price of General Mills' 
shares was $ 6 " 30 at year-end, up 48 percent in the past 
year. Share price appreciation, coupled with dividend 
payments that include the value of shares distributed to 
stockholders in toy and fashion companies spun off in 
1983, has resulted in a total compound annual return on 
shareholder investment of 31 percent since 1983. This is 
7 0 percent higher than the S&P 300 performance during 
the same period. 


General Mills' Relative Performance 

General Mills 

12-Company •• 
Average 

Rank 

EPS Growth (1985-89) 

26% 

17% 

2 

Dividend Pa\\>ut Rate* 

49 

3« 

1 

ROC* 

21 

16 

2 

ROE* 

46 

26 

1 


•flawed on latest reported fiscal \ear 

•’Leading consumer products companies, including General Mills 


Restructuring Actions In 1989. we also completed a 
number of actions that strengthen our future outlook. 
The disposition of Talbots and Eddie Bauer, our remain¬ 
ing specialty retailing businesses, was completed in the 
first quarter, resulting in a large gain. Part of the pro¬ 
ceeds was used to fund repurchases of 3 3 million 
common shares during the year. The effect of the share 
repurchases has more than offset the loss of specialty 
retailing earnings in General Mills’ results. We decided 
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to discontinue involvement in the cafeteria-style restau¬ 
rant and frozen novelty markets after determining that 
York Steak House and Womans were unlikely to meet 
our long-term financial goals. We disposed of these wo 
businesses at a loss. Collectively, these divestiture trans¬ 
actions were completed for a net gain of $169.0 million. 
This profit was partially offset by a $~0.0 million after-tax 
cumulative accounting change related to adoption in fis¬ 
cal 1989 of accrual accounting for postretirement health 
care benefits. Including all of these items, net earnings 
were $3.06 per share, or $414.3 million. 

Directors and Officers Two new directors joined the 
General Mills Board. William T. Esrey, president and 
chief executive officer, United Telecommunications, Inc., 
was elected to the board in April Livio D. DeSimone, 
executive vice president, 3M Company, was elected in 
June. In accordance with our tenure policy for directors, 
Gwendolyn A. Newkirk and Edward S. Reid, who served 
14 and 13 years, respectively, will retire from the board 
effective September P, 1989. Frederick W Smith, chair¬ 
man. president and chief executive officer. Federal 
Express Corporation, resigned from the board in Febru¬ 
ary to spend more time on the Federal Express 
expansion overseas. All made valuable contributions to 
General Mills and we thank them for their service. Judith 
Richards Hope, senior partner and member of the exec¬ 
utive committee of the Paul, Hastings, Janofsky & Walker 
law firm, and board member of the Harvard Corpora¬ 
tion, is being proposed for election to the board at the 
annual meeting, September 18, 1989. 

James J. Feeney, senior vice president, retired from 
the company in May 1989. Feeney joined General Mills in 
1948 and led the Sperry Divisions flour and foodservice 
operations through a series of highly successful years. 
Financial Goals and Outlook General Mills’ financial 
goals are designed to create maximum shareholder 
wealth by balancing above-average growth with high 
returns. As evidence of our confidence in strong future 
prospects, we recently raised our earnings per share 
growth goal to an annual average ~ percent above infla¬ 


tion over a five-year period, up from the previous goal 
of 6 percent. We also raised our targeted minimum after¬ 
tax return on sales to 5 1/2 percent from 3 percent. We 
remain committed to achieving a top-quartile return on 
average equity, a strong balance sheet with an “A” bond 
rating, and dividend growth that sustains a payout rate of 
up to 30 percent. 

The fiscal 1990 outlook in each of the company’s key 
businesses is promising, with expected strong food vol¬ 
ume gains, the addition of 90 new restaurants and the 
benefits of increased operating efficiencies. General 
Mills expects fiscal 1990 to be another year of strong 
financial performance with record sales, earnings and 
earnings per share, with continued high returns. 

We believe our prospects beyond 1990 are bright. 
Those prospects and the key factors that determine them 
are discussed on pages 4 and 3. 

)\). 

H. B. Atwater, Jr. 

Chairman of the Board and Chief Executive Officer 

F C. Blodgett 

Vice Chairman of the Board, 

Chief Financial and Administrative Officer 

Oli<J M U)JL 

Mark H. Willes 

President and Chief Operating Officer 
August 1, 1989 
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Future Prospects: 


Winning in the ’90s 


T he future prospects of General Mills are deter¬ 
mined by our business structure, investment 
opportunities, and organizational behavior 
We are particularly pleased with our business 
structure and investment opportunities. We 
are also making gcx>d progress in changing 
our organizational structure and behavior to 
meet the challenges of the 1990s. Our progress 
in all three of these areas reinforces our optimism about 
General Mills’ future performance. 

Business Structure We have made dramatic changes to 
General Mills' business structure. The company has 
moved from 13 separate industries in the 19“’0s to two 
today: Consumer Foods and Restaurants. We have sub¬ 
stantially strengthened our business structure by 
disposing of nonstrategic, highly cyclical, or slower 
growth/low return businesses. Dispositions since we 
began our major restructuring efforts in 1985, when we 
were still in five different industry areas, accounted for 
more than 38 percent of sales and 53 percent of assets. 
With this smaller but substantially stronger base, our 
1989 earnings per share from continuing operations 
were more than 2.5 times the level of 1985. 

These changes have also allowed us to improve our 
return on sales from 3 6 percent in 1985 to 5.6 percent 
this year, and our return on equip from 12 percent in 
1985 to 46 percent today. General Mills' share price has 
increased nearly 2.4 times and dividend growth hits 
accelerated, including a 50 percent increase in dividend 
payments in the past two years. 

The net result is a business structure with unusually 
strong growth characteristics for our industry. .As the 
table above indicates, we expect our future real growth 
to average 7 percent annually over a five-year period. 


Business Structure 

Business Type 

*1989 

Sales 

Real 

Growth Rate 

Good Growth/High Return 
(BigG, Red Lobster) 

47% 

6% 

High Growth/Lower Return 
(The Olive Garden, etc ) 

22 

15 

Lower Growth/High Return 
(Gold Medal. Betty Crocker, etc ) 

31 

3 

Total 

100% 

■'% 


Investment Opportunities In the intensely competitive 
world of the 1990s. successful companies must be in 
attractive business segments, and also be number one or 
two in those segments We have a strong position in 
ready-to-eat cereals, generally considered to be the best 
segment in the consumer foods industry, and are domi¬ 
nant in the mid-priced seafood and Italian dinnerhouse 
categories. Our other major businesses are all first or 
second in their segments, as the chart below indicates. 
Furthermore, these segments are attractive financially. 


Strong Market Positions 


Business 


1989 Retail 

FY 198 l > $ Market Market 

Sales (MM) Share Position 


Consumer Foods 


Big G RTE Cereals 

SI 340 

25% 

2 

Betty Crocker Desserts 

420 

42 

1 

Family Flour & Bisquick 

270 

55 

1 

Yoplait Yogurt 

200 

21 

2 

Gorton’s Retail Frozen Seafood 

190 

25 

1 

Helper Dinners 

170 

65 

1 

Fruit Snacks 

100 

39 

2 

Pop Secret Microwave Ripcorn 

80 

21 

2 

Restaurants 

Red Lobster L’SA 

1,220 

24 

1 

The Olive Garden 

300 

8 

1 
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Because of our strong businesses, we have outstand¬ 
ing investment opportunities. During the next three 
years, we plan to invest $1.35 billion in new fixed assets, 
an amount equivalent to 85 percent of our current fixed 
asset base. Three-quarters of our planned new invest¬ 
ments will go to Big G cereals. Red Lobster and The Olive 
Garden. We intend to continue investing heavily in our 
other f(X)d businesses, in new food product and restau¬ 
rant concept development, and in capital equipment that 
increases productivity: 

Organizational Behavior The intensity of business com¬ 
petition and the speed of action required to be a leader 
have increased substantially. To win in the 1990s, com¬ 
panies must not only change their business structure 
and focus on the best investment opportunities, but they 
must also fundamentally change the way they work. 

Changes in organizational behavior are far more diffi¬ 
cult to accomplish than changes in business structure or 
investment profile. Successful organizations are very 
reluctant to change the organization and behavior that 
have served them well in the past, yet they must change 
if they are to continue to be successful. General Mills 
has been working on these changes for a number of 
years and we are now starting to make gcxxi progress. 

The fundamental change involves freeing up the 
organization to move faster and become more innova¬ 
tive while providing appropriate performance-oriented 
rewards. Bureaucracy, multiple approval levels, excessive 
financial control and staff review, and a focus on career 
progress rather than business results are all impedi¬ 
ments to speed and innovation. 

At General Mills, we are now making accelerated pro¬ 
gress in shortening lines of communication, 
empowering faster action at the appropriate level, 
reducing levels of management, and substantially reduc¬ 
ing total headcount. 

For example, since 1985 our Consumer Foods sales 
per marketing professional have nearly tripled and Res¬ 
taurant sales per administrative employee have more 
than doubled. Over the same period, sales per dollar of 
corporate expense are up almost 40 percent. We have 


more to do in this regard 
and each area at General 
Mills is addressing this 
subject. 

Since we believe that 
championship performance 
comes from speed, innova¬ 
tion and reward, we are 
placing an increased 
emphasis on employee 
share ownership as a funda¬ 
mental reward mechanism. 
We announced two new 
employee stock ownership 
plans for Consumer Ftxxis 
and Restaurant employees that match savings with com¬ 
pany stix:k. The matching is determined by success in 
meeting performance goals. 

In recent months, the company expanded its stock 
matching program nearly twenty-fold to include key 
members of middle management. This is supplemental 
to an annual incentive program based on individual and 
company performance. The company also has available 
in its new stock option plan six million shares, which 
provide a strong opportunity to extend share ownership 
more deeply into the organization. 

Today some 96 percent of employees with three years 
of service or more own company stock. Employees and 
directors currently own roughly 4 percent of the com¬ 
pany. Our goal is to have employees and directors 
account for 10 percent of share ownership by 1994. This 
growing participation of employee shareholders will be 
earned through performance and will further our objec¬ 
tive of competitive leadership. 

Our employees' sense of ownership in General Mills 
and their innovation and energy* have contributed 
greatly to our past success, and will be even more 
important in the future. 


Internal Capital 
Investment 

Fiscal 1990-92 

* Big G Cereals, 
Red Lobscer 
The Olive Garden 
■ Other 



Total SI.35 Billion 
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Consumer Foods: 


Cereals spark gains 


C onsumer Foods sales increased 9 percent in 1989 to nearly $4.0 billion 
and operating profits grew ~ percent to $4S2.4 million. Excluding the 
profit on the sale of Pioneer Products from last year's results and the 
effects of UFO inventory accounting from both years, operating profits 
grew 12 percent. Consumer Fix>ds 31 percent return on average identi¬ 
fiable assets is among the best in the industry. 

Well-targeted efforts by the Consumer Foods sales organization and 
effective marketing programs helped generate a 4 .6 percent increase in 
domestic unit volume. New product performance was excellent, with brands 
introduced during the last five years contributing 29 percent of 1989 unit volume. 
Big G cereals, the company's largest single business, achieved strong unit volume 
and share gains while holding marketing expenditures as a percent of sales equal 
to last year's level. International food operations, various domestic snack food 
lines, and flour and foodservice operations also performed well. Working closely 
with long-term key suppliers, the company maintained an uninterrupted supply of 
raw materials despite the worst agricultural drought in SO years. Higher drought- 
related commodity prices were substantially offset by early contracting and inno¬ 
vative purchasing strategies, coupled with necessary price increases 
Cereals Big G cereals had an outstanding year. Sales grew 21 percent to a record 
$1.4 billion, unit volume increased for the tenth consecutive Near, and profits 
reached an all-time high. Big G achieved share gains in both the ready-to-eat and 
hot cereal markets, reflecting the strength of long-established brands, the contin¬ 
ued momentum of several more recently introduced adult and all-family cereals, 
and the success of products new in 1989. Big G also benefited from consumer 
interest in oat-based products and their contribution to good health 

Big Gs ready-to-eat cereals achieved a record 24.6 percent annual dollar share 
of the $6.3 billion market, and posted a 9 percent unit volume gain. Established 
brands showed broad-based strength, with 12 of Big G s top IS cereals achieving 
unit volume increases Cheerios. Honey Sut Cheerios. Cinnamon Toast Crunch. 
KLx. and Total Com Flakes had particularly good gains. 

Several all-family and adult cereals introduced in recent years continued to do 
well. Raisin Nut Bran. Oatmeal Raisin Crisp and Clusters each achieved volume 
and share gains. Together, these brands hold nearly a 3 percent market share, up 
from 2 percent last year. 

Two new cereals helped Big G post a P percent increase in ready-to-eat cereal 
unit volume for the second half of the year. *\pple Cinnamon Cheerios completed 
nationwide distribution in February and has become Big G s best-selling new 
brand since Honey Sut Cbeei'ios. Combined share for the three Cheerios products 
in 1989 was over 8 percent. 

Total Raisin Bran, which completed national expansion in April, is the newest 
member of the Total branded line of fortified adult cereals Together, Whole 
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Tfye Big G cereal line includes 
many long-standing faiorites 
like Wfjeaties. and a growing 
number of great tasting neu 
cereals that appeal to today 's 
health conscious consumers 


Big G’s Cheerios line, other 
oat-based ready-to-eat cereals 
and hot oatmeal brands make 
the company the largest pro¬ 
ducer of oat cereals 
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lietn Crocker y brcxul array of 
dessert, dinner and side disl) 
mixes offers taste, quality and 
coni entent e 



Consumer Foods 
Unit Volume Growth 

CGR = 4.5% 

■ Products developed &. 
introduced during 
the last 5 years 

♦4 6* 

I 


8S 86 S'' 88 89 

Continuing Operation* 


Tire company's snack food busi¬ 
nesses range from 2 4-year old 
Hugles to successful entries in 
neu er snack categories, such as 
shaped fruit snacks 









Wheat Total , Total Corn Flakes and Total Raisin Bran achieved a 14 percent unit 
volume gain in 1989 and captured a 3 percent share of the market. 

Big G is continuing to develop innovative cereals that meet consumer health 
concerns. New Benefit cereal, introduced in lead markets in April, is the first 
ready-to-eat cereal clinically proven to reduce blood cholesterol. Distribution was 
expanded this summer to 28 percent of the United States. 

Industry sales for hot cereals reached $ 7 30 million in 1989 and unit volume 
rose 16 percent. Growth was fueled by consumer interest in oat bran and by new 
product entries. Big G completed its second year in the hot cereal segment with a 
63 percent unit volume gain and a 9 percent combined market share for its Total 
Oatmeal and Oatmeal Swirlers lines. Introduced in July 1988, Oatmeal Swirlers 
feature stir-in packets of real fruit puree particularly appealing to children. New 
varieties are being added to the Oatmeal Swirlers line this summer. 

Betty Crocker Products The company’s Betty' Crocker branded products compete 
in the markets for dessert mixes, main meals and side dishes, fruit snacks, granola 
snacks, microwave popcorn and single-serving fruit drinks. In 1989, Betty Crocker 
sustained its number one or two share positions in virtually all of these markets. 

Betty Crocker’s share of the $1.1 billion dessert mix market in 1989 grew to a 
record 42 percent. This performance reflected volume gains by MicroRave cake 
and brownie mixes, and share growth for established Betty' Crocker brow nie and 
muffin mix lines. MicroRave increased its share leadership in the microw r aveable 
desserts category. Muffin mix share was an all-time record, due in part to the April 
introduction of Betty' Crocker Oat Bran muffins. However, dessert profits were 
adversely affected by actions taken to protect the SuperMoist cake and Creamy 
Deluxe ready-to-spread frosting lines against reduced competitive pricing. By the 
end of the year, competitive pricing had begun to move to more acceptable levels. 

Betty Crockers Helper mixes posted their highest annual volume since the line 
was established in 19 7 3 and remained the clear share leader in the $303 million 
add-meat dinner mix category. New' Hamburger Helper Creamy StroganofF gener¬ 
ated strong sales, contributing to a ninth consecutive annual unit volume gain for 
the Hamburger Helper line. 

Betty' Crocker specialty' potatoes set a new unit volume record in 1989. The 
Potato Medleys line of potato and vegetable side dishes and the four-flavor line of 
Microwave Potatoes introduced in August 1988 together contributed more than 
10 share points, extending Betty Crockers market leadership. 

The Suddenly Salad line maintained its number one share position in the dry- 
packaged salads category; despite intensified competition. 

Retail dollar sales and unit volume for the shelf-stable microwave popcorn cate¬ 
gory showed strong growth, as new* product activity* and marketing spending 
continued at high levels. In this competitive market, the Betty' Crocker Pop Secret 
line set a new unit volume record and increased its share of grocery store sales by 
1.6 points. New, lowfat Pop Secret Light is currently being introduced. 

Betty Crocker’s fruit snack business showed renewed momentum in 1989. 
Strong demand limited distribution of two new shaped fruit snacks. The Berry 
Bears and Shark Bites , to half the country for much of the year. Nationwide distri- 
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bution of these lines is being completed this summer. The Fruit Roll-Ups and Fruit 
Wrinkles lines responded strongly in the second half of the year to child-oriented 
product variations and promotions. 

New production capacity helped expand distribution of the Squeezit fruit drink 
line beyond initial Western markets Stjueezit is now available in one-third of the 
country and continues to be well-received by consumers. 

Volume for Nature Valley granola bars rose more than 33 percent, as this 
14-year-old product line benefited from consumer interest in oat-based products 
Mature Valley Oat Bran granola bars are currently being introduced. Bugles corn 
snacks posted its highest volume in 21 years despite capacity constraints. Plans call 
for expanding worldwide distribution as capacity becomes available 
Flour, Baking Mix and Foodservice General Mills' flour, baking mix and foodservice 
products generate a strong balance of consumer and commercial business. In 
1989, the company's oldest consumer product. Cold Medal flour, maintained its 
leading share in the 5390 million family flour market. Volume was dow n slightly, 
mirroring the continued decline in at-home baking 

Bix/idck unit volume increased in 1989. benefiting from the introduction last 
year of an improved product containing no cholesterol or tropical oils. The 
80-ounce package size showed particularly strong growth. 

General Mills' bakery flour volume and profits in 1989 set all-time records. 
Milling industry growth is concentrated in the bakery flour segment, reflecting the 
increase in prepared baked g(H>ds purchases and away-from-home eating. Gen¬ 
eral Mills' bakery flour business remains focused on retail bakeries, in-store 
bakeries and foodservice operators, the fastest-grow ing segments of the market 

General Mills' foodservice operations achieved a 21 percent sales gain. Cereal 
unit volume was up strongly, w ith particularly gtxxi growth by single package 
business, and fix xiser vice specialty baking mixes maintained share leadership. 

An independent Fixxiservice Division was established during the year to increase 
focus on future growth potential. 

Yogurt and Seafood Competing in the 51.1 billion yogurt market. Yoplait set new 
profit and unit volume records in 1989. Annual unit volume increased 13 percent 
over last year's record, primarily due to the highh successful launch of Yoplait 
Light and strong growth by Yoplait Snack-size Packs. Yoplait Light, sweetened w ith 
aspartame, is the most successful new product in Yoplait s history. Yoplait Snack- 
size Packs feature four 4-ounce cups of Original Yoplait Multipacks of both Yoplait 
Light and Yoplait Custard Style are currently being introduced. 

Gortons reported increased earnings and market share growth in a very diffi¬ 
cult year for retail frozen seafood Market volume w as down due to higher prices, 
driven by substantial raw material cost increases and concerns about ocean pollu¬ 
tion. Volume for Gortons Microuare Crunchy line was up 16 percent, w ith good 
performance from established pnxlucts and the successful introduction during 
1989 of Microu are Crunchy Shrimp and Clams 
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Ongoing product improvement 
efforts mu/ effective marketing 
programs be/p ensure the con 
tinning vitality of brands tlxit 
ate long-standing market 
leaders 




Gorton 's has added ivhole 
shrimp and clam strips to its 
popular line of frozen seafood 
designed specifically for micro¬ 
tia ve otens 



Xetv Yoplait l ight with just 90 
calories per six-ounce sen ing. 
and Original Yoplait Snack-size 
Packs generated volume and 
s/.xue grou th 
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International Operations and Other Businesses General Mills' international food 
operations include businesses in Europe and Canada, and Hour milling joint ven¬ 
tures in Lit in America. The company also engages in export and technology 
marketing activities. In 1989, these operations were consolidated under one 
senior executive to increase focus on worldwide fixxj growth opportunities. 

European food operations had a particularly good year, generating strong earn¬ 
ings and unit volume growth. Smith’s Holland achieved record annual volume on 
continued strong performance by its Crispy Chips, and the successful introduction 
of Bugles and Bloopers snacks. Smith's further increased its market leadership in 
both the chips and snacks markets. Smith's Belgium also improved its number 
one market share position in that country’s chips and snacks markets. 

In France. Biscuiterie Nantaise unit volume increased 8 percent on the strength 
of the company’s improved sandwich cookies and Fritelles snacks. PYCASA, Spain’s 
leading marketer of frozen precooked entrees, posted record annual volume. The 
company’s pizza and Italian dishes continued to do well, and a line of prepared 
fish entrees was successfully introduced. 

Canadian food operations posted gcxxJ results in 1989, led by growth in cereal 
unit volume. Both Cbeerios and Honey Nut Cbeerios achieved strong annual gains. 
Canadian cereal production capacity is being expanded. Lancia Bram pasta and 
sauces achieved double-digit volume growth in an increasingly competitive mar¬ 
ket In the snacks market, Bop Secret microwave popcorn, Fruit Wrinkles, shaped 
snacks and Nature Valley granola bars all posted annual volume gains 

Earnings increased for the company’s joint venture milling operations in Lain 
America, despite the continued political turmoil in Panama. The company’s export 
operations also had an excellent year, achieving strong volume and earnings gains. 

O-Cel-O, the leading producer of cellulose sponges, generated volume growth 
in both its commercial and consumer businesses. Consumer product volume was 
particularity strong in club membership stores and discount chains. 

Additional focus is being placed on expanding distribution of General Mills’ 
cereals worldw ide. The company is currently working with the Calbee Company, 
a Japanese firm, to test market Cbeerios and Golden Grahams cereals in Tokyo. 

By constantly improving operating and organizational efficiencies, General Mills’ 
food businesses worldwide have achieved a 46 percent increase since 198S in sales 
per fixxJs employee. Examples of these ongoing efforts include a 3 * 7 percent increase 
since 1981 in ready-to-eat cereal cases per labor hour, and a 60 percent improvement 
in Hour milling hundredweights per labor hour in the last six years. 


General Mills' growing interna¬ 
tional fooils businesses include 
market leading brands in 
Canada and sereral European 
countries 
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Restaurants: 


Accelerating growth 



R estaurant sales and operating profits both increased sharply in 1989, as 
the company began to realize the benefits of recent investments to 
accelerate growth of its Red Lobster and The Olire Garden businesses. 
Sales grew 24 percent to $1.62 billion and operating profits increased 
23 percent to $12“\7 million. Profits in the first half of the year were 
constrained by heavy start-up and conversion costs associated with rapid 
unit expansion. In the second half, sales and operating profit growth 
accelerated with gains of 28 percent and 42 percent, respectively. 

Despite capital expenditures of $183 million to add 100 new units—an amount 
equal to 25 percent of the previous year's asset base—Restaurants maintained a 
16 percent return on average identifiable assets in 1989 Both Red Lobster and 
The Olive Garden achieved share gains in their market segments. 

Red Lobster USA Red Lobsters largest operating segment added a record 42 new 
units, significantly increasing sales and positioning the company for strong earn¬ 
ings growth. Annual sales reached $1.22 billion as Red Lobster served over 
100 million customers in a year for the first time. Average weekly sales per unit 
rose " percent, with average annual unit sales growing to a record $2.83 million. 
Return on capital continued to be strong 

During the year. Red Lobster established a strong presence in the impor¬ 
tant West Coast market. This strategic expansion was driven by the 
acquisition in May 1988 of 26 Seafcxxi Broiler restaurants in Southern 
California, which were converted to Red Lobster restaurants in the first 
half of 1989. Red Lobster also opened its first units in the Pacific North¬ 
west. Consumer acceptance on the West Coast has been excellent. 

With 444 restaurants in 38 states as of year end. Red Lobster can now’ 
make efficient use of television network advertising nationwide. This 
enables Red Lobster to enter smaller market areas and achieve good 
performance with lower than chain average customer counts. 

Restaurants opened in Boise, Idaho; Rapid City, S.D.; .Alto¬ 
ona. Penn., and Fort Walton Beach, Fla., during 1989 
exemplify Red Lobsters smaller market opportunities. 

Red Lobster s average weekly customers per unit 
increased for the third consecutive year, reflecting 
the benefits of continued concept updating. 

Red Lobster showcased its w ide variety 
of seafood in heavily advertised promo¬ 
tions such as The Great Crab Harvest. 

Unmatched sourcing capability enabled 
Red Lobster to introduce Dungeness crab 


Unit Expansion Ptan 

CGR = 12% 

■ The Olive Garden 

■ Red Lobster 


Plans call for cuLiing 2 55 
units, with a goal of increasing 
total restaurant sales h}- 
SI billion ivithin three years 





Red Lobster u orks constantly to 
keep its restaurants bright and 
contemporary, and to provide 
service and menu selections 
that meet consumer needs 



At fhe Olitv Ciarden. great 
tasting Italian food and a sf ** 
rial brand of sen ice knoirn as 
Hospitaliano " combine to pro¬ 
duce a unufue dining 
experience. 
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General Mills Restaurants, Inc. 
Officers 


nationwide a* part of that event. Marketing efforts increased non-peak dining 
hour business, Party Platter take-out orders and gift certificate sales. 

To ensure customers the highest quality seafood, Red Lobster s purchasing 
experts buy from only the best waters. Quality control efforts include 16 individ¬ 
ual inspections, and the company's highly trained restaurant managers, cooks and 
servers are a final checkpoint. 

In 1990, Reel Lobster plans to add 25 new restaurants, including additional units 
in the Pacific Northwest and in several existing, underdeveloped markets. 

Red Lobster International Red Lobster Canada recorded strong gains in sales, cus¬ 
tomer counts and average sales per unit, while improving overall restaurant 
operations. Average weekly sales per unit increased 34 percent from last year, 
when momentum was slowed briefly by news of toxic mussels found in one area 
of Canada. Five new units were opened during the year and seating capacity in 
seven restaurants was expanded. At year-end, there were 46 units in operation in 
the Toronto, Montreal, Ottawa and London markets. Plans call for the addition of 
up to 11 new^ restaurants in 1990. 

Red Lobster Japan, a partnership with a leading Japanese retailer, opened eight 
new units in Tokyo for a year-end total of 32 restaurants. Five units are under con¬ 
struction and sites have been selected for five additional restaurants. 

The Olive Garden The nation's fastest-growing dinnerhouse chain in 1989 was 
The Oliee Garden. Sales increased nearly 80 percent to more than $300 million, 
and operating profits more than doubled. The number of restaurants grew to 145 
at year-end, an increase of 53 units. Average weekly sales per unit increased 3 per¬ 
cent, even though ^0 percent of the chain’s new restaurants were opened in 
existing markets. The average unit has been open only 1.6 years and has sales of 
$2.6 million. Return on capital is meeting target levels, which call for returns 
from mature units similar to those of Red Lobster. Rapid expansion has The Olire 
Garden approaching true national representation, with units now open in 56 mar¬ 
kets in 22 states. 

Consumers continue to rank The Oliee Garden first among restaurant chain 
competitors for service, atmosphere and food taste. New food and wine items 
were added to the menu, and a new' lunch menu, featuring several cold sand¬ 
wiches, salads and a cold soup, was introduced this summer. 

In 1990, The Oliee Garden plans to open 50 new r units in the United States, 
including first units in more than 20 new markets. Tl?e Oliie Garden will also 
open a minimum of five restaurants in Canada, striving to become the dominant 
full-service, mid-priced Italian dinnerhouse in that country. The Oliee Garden has 
the goal of reaching a minimum of 350 units and over $1 billion in sales in North 
America within five years. 
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Corporate Responsibility: 


People making a difference 



T o achieve top results, General Mills needs outstanding people who con¬ 
stantly strive to exceed past accomplishments. The company seeks the 
best people in its industries and rewards superior performance. Employ¬ 
ment and advancement are determined on the basis of performance and 
potential to grow and to lead. 

General Mills is committed to the principles of affirmative action and 
equal employment. .As of May 31, 1989. 48 percent of General Mills’ United 
States-based employees were women and 24 percent were members of 
minority groups. During the year, the company was recognized in separate sur¬ 
veys as one of the nations best employers for women and for blacks. General 
Mills’ Disability Awareness and Dependent Care Awareness councils continued 
efforts to enhance the work environment for employees. 

Citizenship General Mills people contribute actively to their communities. Dur¬ 
ing 1989, more than 2,000 Minneapolis-based employees and retirees participated 
in volunteer assignments sponsored by the company. 

Red Lobster continued its involvement w ith the International Special Olympics. 
The company was a principal sponsor for the 1989 International W inter Special 
Olympic games, and Red Lobster employees served as supporters for participating 
athletes. In addition, Red Lobster has hired more than 1.000 developmentally dis¬ 
abled employees. 

General Mills is a leading supporter of the Second Harvest foodbank net¬ 
work. Food donations in 1989 totaled nearly " million pounds, ranking 
General Mills third among all national contributors. 

Altcare, the company’s joint venture with the Wilder Foundation of St. 

Raul, Minn., achieved full occupancy at Elder Homestead, its prototype 
alternative to the nursing home. Staff continued to serve as 
consultants on several promising elder care initiatives. 

The General Mills Foundation funded a prototype 
academy within the Minneapolis public schtx)l sy stem. 

The three-vear, $3S0,000 grant is designed to improve the 
quality of urban education. 

Foundation grants totaled Sg .8 million. Under 
the Foundation’s employee gift matching pro¬ 
gram. grants to colleges, universities and 
secondary' schools reached nearly $S00,000. In 
addition. General Mills, Inc. and its subsidiaries 
made charitable contributions totaling 51 S million. 

For a copy of the General Mills 1989 Corporate 
Citizenship Report, write to: General Mills 
Foundation/Community .Affairs, P.O. Box 1113. 

Minneapolis, MN SS 44 O. 


.addressing the need for 
tmprm ed public education, the 
(ientn 1 / Mitts Foundation /v*s 
funded an experimental auut 
emy 7 lye program features 
reduced student- teacher ratios 
and increased roles for class¬ 
room teachers and patents 





Management Discussion of Results of Operations and Financial Condition 


General Mills seeks to maintain a balance between above- 
average growth and high returns, with an overall objective of 
providing its shareholders with superior total return on 
investment. The company’s financial goals reflect a commit¬ 
ment to perform within the top quartile of major American 
corporations on such key measurements as return on equity, 
return on capital and long-term growth in earnings per 
share, while maintaining a strong balance sheet. Dividends 
are expected to grow in line with long-term growth in earn¬ 
ings per share. To ensure achievement of these goals, our 
objective for an after-tax return on sales was increased to a 
minimum of 5.5 percent, and our hurdle rate for new invest¬ 
ments is a 12.5 percent after-tax return on capital. 

Results of Operations 

Strong operating performance by Big G cereals and 
Red Lobster and The O/ire Garden restaurants in 1989 
resulted in a 19 percent increase in continuing operations 
earnings per share to a record S3.85, compared to $3.24 a 
year earlier Earnings after tax increased 12 percent to $315.3 
million. Sales rose 13 percent to S5.62 billion. 

A summary of segment operating results can be found in 
Note Fifteen to the Consolidated Financial Statements on 
page 31 . 

In 1989. Consumer Foods sales and operating profits grew 
9 percent and 7 percent to $ 4.0 billion and $452.4 million, 
respectively Consumer Foods achieved a 4.6 percent 
increase in domestic package food volume, led by gains in 
ready-to-eat and hot oatmeal cereals, Pop Secret microwave 
popcorn and Yoplait yogurt. New product performance was 
excellent, with two new brands —Apple Cinnamon Cheerios 
and Total Raisin Bran—contributing significantly to the vol¬ 
ume gain by ready-to-eat cereals. Consumer Foods 1988 
sales and operating profits increased 8 percent and 10 per¬ 
cent, respectively, due in part to increased unit sales and 
record results in international operations. 

Restaurants 1989 sales and operating profits were $1.62 
billion and $12 7 .7 million, respectively, increases of 24 per¬ 
cent and 23 percent over 1988. These results reflect an 
increase in average weekly sales and customers per unit, as 
well as the addition of 100 new units, including the conver¬ 
sion to Red Lobster units of 26 Seafood Broiler units 


Return on Sales 

Percent 



8^ 86 B7 | 

Continuing Operations 


purchased in May 1988. Sales 
and operating profits in 1988 
grew 18 percent and 13 percent, 
respectively, on the strength of 
growth in average unit sales and 
the addition of 51 units. 

Interest expense in 1989 was 
$55 3 million, an increase of 
$ 6.8 million over 1988. This was 
attributable to both higher long¬ 
term debt levels and short-term 
interest rates. Interest income of 
$278 million was $14.4 million 
higher than 1988 due to interest 
received on a state tax refund 
and additional long-term mar¬ 
ketable investments. The 1988 interest expense of $48.5 
million was $67 million greater than 1987 This was due pri¬ 
marily to higher short-term debt levels. Interest income was 
$13 4 million. $.2 million less than 1987. 

The effective income tax rate was 39.1 percent, 40.0 per¬ 
cent and 48.6 percent in fiscal 1989, 1988 and 1987, 
respectively. The higher rate for 198" was due primarily to 
higher corporate tax rates and lower investment tax credits 
under the Tax Reform Act of 1986. 

Fiscal 1989 net earnings include a $169.0 million net gain 
from discontinued operations and a $70.0 million charge for 
the cumulative effect of changing to an accrual basis for 
postretirement benefits These items are detailed in Note 
Two and Note Eleven to the Consolidated Financial State¬ 
ments on pages 24 and 29. 

The Financial Accounting Standards Board issued State¬ 
ment of Financial Accounting Standards No. 96. ‘Accounting 
for Income Taxes,” in December 1987 This statement 
requires the use of the liability method of accounting for 
deferred income taxes. Given the current corporate income 
tax rate, the net deferred income tax balance would be 
reduced upon adoption. The company is required to adopt 
the standard no later than fiscal 1991 with earlier implemen¬ 
tation permitted. The company has not yet determined the 
year it will adopt the statement or the effects of adoption. 

Increased earnings from continuing operations resulted 
in a return on average equity of 46 percent in 1989, com¬ 
pared to 41 percent in 1988. The returns for both years are 
well within the top quartile of major American corporations. 


17 





It is management's view that changes in the rate of infla¬ 
tion have not had a significant effect on profitability' from 
continuing operations over the three most recent fiscal 
years. Management attempts to minimize the effects of infla¬ 
tion through appropriate planning and operating practices. 

Financial Condition 

General Mills’ balance sheet and overall financial condition 
remain strong. The company is committed to managing its 
businesses and leverage so as to maintain at least an "A" 
bond rating and allow access to financing at reasonable costs. 
Currently; General Mills’ publicly issued long-term debt car¬ 
ries “A2” (Moody's Investors Services, Inc.) and “A+” 
(Standard & Poor’s Corporation) ratings. Our commercial 
paper carries the top ratings of “P-l” (Moody's) and “A-l + ’’ 
(Standard & Poor’s). 

The accompanying table reflects the composition of capi¬ 
tal for 1989 and 1988. The debt-to-capital percentages are 
based on management’s definition of capital structure and 
borrowing capacity. Total debt includes year-end balances of 
notes payable, long-term debt (including the current por¬ 
tion) and deferred income taxes—tax leases. Debt 
adjustments include the debt equivalent related to our 
reported operating leases, and reductions for domestic 
short-term investments and marketable investments, both 
considered debt offsets. 

Adjusted debt as of May 28,1989, was 55 percent of total 
capital. This reflects in part the purchase of common stock in 
anticipation of selling treasury shares to new' Employee 
Stock Ow nership Plans (ESOPs) that became effective subse¬ 
quent to year-end. The May 29, 1988, debt-to-capital ratio of 
62 percent was unusually high because of short-term bor¬ 
rowings that were made for purchases of common stock for 
treasury. The purchases were made in anticipation of receiv¬ 
ing the proceeds from the sale of our specialty retailing 
segment. 


Debt-to-total-capital Ratio 



May 28, 

May 29, 

In Millions 

i989 

1988 

Notes payable 

S 126.8 

$ 3701 

Current portion of long-term debt 

7.0 

1.5 

Long-term debt 

536.5 

361.5 

Deferred income taxes—tax leases 

2265 

2306 

Total debt 

8966 

963-7 

Debt adjustments: 



Leases—debt equivalent 

222.5 

210.0 

Domestic short-term investments 

(2.9) 

(0.2) 

.Marketable investments 

(2314) 

(118.3) 

Adjusted debt 

884.8 

1,055.2 

Stockholders’ equity 

731.9 

648.5 

Total capital 

$ 1,616.7 

11,703 7 

Debt as a percent of total capital 

55% 

62% 


Using the definition of capital presented above, the com¬ 
pany’s corresponding after-tax return on average total capital 
was 21 percent and 19 percent in 1989 and 1988, respectively. 

Commercial paper has historically been our primary 
source of short-term financing. Bank credit lines are main¬ 
tained to ensure availability of short-term funds on an as- 
needed basis. 

Our debt shelf registration statements permit the issuance 
of up to $229.6 million net proceeds in unsecured debt 
securities. In 1989, we authorized the use of the shelf regis¬ 
trations for a medium-term note program that provides 
additional flexibility in accessing the debt markers. Subse¬ 
quent to year-end, $27.5 million of debt has been issued 
under this program. 

The Board of Directors has authorized two new' ESOPs. 
Subsequent to year-end, the ESOP for certain Consumer 
Foods and staff employees borrowed $92.4 million in a pri¬ 
vate loan transaction, which was guaranteed by General 
Mills, and purchased 1.6 million shares of common stock 
from the company’s treasury. Also, the ESOP for the 
employees of General Mills Restaurants, Inc purchased 
0.8 million shares of common stock from the company’s trea¬ 
sury for a $50.0 million note payable to General Mills. The 
note is expected to be refinanced and guaranteed by the 
company. Due to the debt guaranties, the related loans will 
be reflected on the company’s balance sheet in fiscal 1990, 
with a related offset in stockholders’ equity. 

The increase in the investments and miscellaneous assets 
caption on the Consolidated Balance Sheets reflects the addi¬ 
tional prepaid pension asset generated by the pension 
income recorded. The marketable investments increase rep- 
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Report of Management Responsibilities 


resents additional investment in corporate commercial 
paper. These investments are intended to provide funds for 
retirement of various debt issues. 

Sources and uses of cash in the past three fiscal years are 
shown in the table below. 


Cash Sources (Uses) 


In Millions 

1989 

1988 

198 7 

From operations 

S 355.9 

$ 3407 

$ 415.9 

Fixed assets and other 




investments, net 

(4434) 

(4*12.4 ) 

(312.2) 

From dispositions of businesses 

5936 

22.4 

930 

Increase (decrease) in 




outstanding deht. net 

(64.3) 

346.1 

(1291) 

(Increase) decrease in 




marketable investments 

(112.6) 

(68.3 ) 

38.5 

From tax lease investments 

(4.1) 

2.1 

54.4 

Treasury stock purchases 

(189.2) 

(246.6) 

(80.7) 

Common stock issued 

14.5 

20.2 

20.4 

Dividends paid 

(154.4 ) 

(139.3 > 

(110.8) 

Decrease in cash and 

short-term investments 

S (4.0) 

% (165.1 ) 

$ (10.6) 


Operations generated $15.2 million more cash in 1989 than 
in the previous year. A $136.5 million decrease in working 
capital and a $64.2 million increase in cash provided by 
earnings from continuing operations were partially offset by 
an increase of $185.5 million in cash used by discontinued 
operations, primarily income taxes on the gain from the sale 
of specialty retailing. 

Total outstanding debt (excluding deferred income 
taxes—tax leases) decreased in 1989 after increasing in 1988. 
The increase in 1988 primarily reflected financing purchases 
of common stock for treasury’; Most of the cash provided 
from dispositions came from discontinued operations in 
1989 and 1987. 

Fiscal 1990 capital expenditures are estimated to be 
approximately $460 million. With no significant dispositions 
planned, the company is anticipating a net cash outflow and 
will borrow either short- or long-term depending on the 
market conditions. 


The management of General Mills, Inc. includes corporate 
executives, operating managers, controllers and other per¬ 
sonnel working full time on company business. These 
managers are responsible for the fairness and accuracy of 
our financial statements. The Audit Committee of the Board 
of Directors meets periodically to determine that manage¬ 
ment, internal auditors and independent auditors are 
properly discharging their duties regarding internal control 
and financial reporting. 

The statements have been prepared in accordance with 
generally’ accepted accounting principles, using manage¬ 
ment's best estimates and judgments where appropriate. The 
financial information throughout this report is consistent 
with our financial statements. 

Management has established a system of internal controls 
that we believe provides reasonable assurance that, in all 
material respects, assets are maintained and accounted for in 
accordance with management s authorization, and transac¬ 
tions are recorded accurately on our books. Our internal 
controls provide for appropriate separation of duties and 
responsibilities, and there are documented policies regard¬ 
ing utilization of company assets and proper financial 
reporting. These formally stated and regularly communi¬ 
cated policies demand high ethical conduct from all 
employees. 

We maintain a strong audit program that independently 
evaluates the adequacy and effectiveness of internal controls. 
The independent auditors, internal auditors and the control¬ 
lers have full and free access to the Audit Committee at any 
time. 

Peat Marwick Main & Co., independent certified public 
accountants, are retained to audit the consolidated financial 
statements. Their opinion follows. 

)\), 

H. B. Atwater, Jr. 

Chairman of the Board and Chief Executive Officer 

<?■£■ 

F C. Blodgett 

Vice Chairman of the Board, 

Chief Financial and Administrative Officer 

'M<J M 

M. H. Willes 

President and Chief Operating Officer 
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Report of the Audit Committee 


The Audit Committee of the Board of Directors is composed 
of six outside directors. Its primary function is to oversee 
the Company’s system of internal controls, financial report¬ 
ing practices and audits to ensure that their quality, integrity 
and objectivity are sufficient to protea stockholder 
resources. 

The Audit Committee met twice during fiscal 1989 to 
review the overall audit scope, plans and results of the inter¬ 
nal auditor and independent auditor, the Company’s internal 
controls, emerging accounting issues, officer and director 
expenses, audit fees, goodwill and other intangible values, 
and the audits of the pension plans. Audit Committee meet¬ 
ing results were reported to the full Board of Directors. At 
one of the meetings, the Committee met with the indepen¬ 
dent auditors, without management present, to discuss the 
results of their audits. Acting with the other Board members. 


Independent Auditors’ Report 

The Stockholders and the Board of Directors of 
General Mills, Inc.: 

We hav e audited the accompanying consolidated balance 
sheets of General Mills, Inc. and subsidiaries as of May 28. 
1989 and May 29, 1988, and the related consolidated state¬ 
ments of earnings and cash flows for each of the fiscal years 
in the three-year period ended May 28,1989. These consoli¬ 
dated financial statements are the responsibility of the 
Company's management. Our responsibility is to express an 
opinion on these consolidated financial statements based on 
our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial state¬ 
ment presentation. We believe that our audits provide a 
reasonable basis for our opinion. 


the Committee reviewed the Company's annual financial 
statements and approved them before issuance. The Audit 
Committee recommended to the Board of Directors that Peat 
Marwick Main & Co. be reappointed for fiscal 1990, subject 
to the approval of stockholders at the annual meeting. 

The Audit Committee is satisfied that the internal control 
system is adequate and that the stockholders of General Mills 
are protected by appropriate accounting and auditing 
procedures. 



W F. Pounds 

Chairman, Audit Committee 


In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respeas, the 
financial position of General Mills, Inc. and subsidiaries at 
May 28,1989 and May 29,1988, and the results of their opera¬ 
tions and their cash flows for each of the fiscal years in the 
three-year period ended May 28, 1989 in conformity with 
generally accepted accounting principles 

As described in note eleven to the consolidated financial 
statements, the Company changed its method of accounting 
for postretirement benefit costs in fiscal 1989. 

Minneapolis, Minnesota 
June 28, 1989 
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Consolidated Statements of Earnings 


Fiscal Year Ended 


Amounts in Millions, Except Per Share Data 

May 28, 1989 

May 29. 1988 

May 31, 198" 

Continuing Operations: 




Sales 

$5,620.6 

$4,9 7 9.6 

$4,510.1 

Costs and Expenses: 




Cost of sales 

3,114.8 

2,696.1 

2,429.9 

Selling, general and administrative 

1,808.5 

1,646.9 

1,518.2 

Depreciation and amortization 

152.3 

131.1 

115.0 

Interest, net 

27.5 

35.1 

28.2 

Total Costs and Expenses 

5,103.1 

4,509.2 

4,091.3 

Earnings from Continuing Operations before Taxes 

517.5 

470.4 

418.8 

Income Taxes 

202.2 

188.2 

203.6 

Earnings from Continuing Operations 

315.3 

282.2 

215.2 

Discontinued Operations after Taxes 

1690 

0.9 

6.8 

Cumulative Effect to May 30, 1988 of Accounting Change 

(70.0) 

— 

— 

Net Earnings 

S 414.3 

$ 283.1 

$ 222.0 

Earnings per Share: 




Continuing operations 

S 385 

$ 3.24 

$ 2.43 

Discontinued operations 

2.06 

.01 

.07 

Cumulative effect of accounting change 

(85) 

— 

— 

Net Earnings per Share 

S 5.06 

$ 3.25 

$ 2.50 

Average Number of Common Shares 

81.9 

87.0 

88.7 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheets 


In Millions 

May 28, 1989 

May 29, 1988 

Assets 



Current Assets: 



Cash and short-term investments 

S 10.6 

$ 14.6 

Receivables, less allowance for doubtful accounts of $6.0 in 1989 and $6.1 in 1988 

25*6 

230.0 

Inventories 

370.1 

423.5 

Prepaid expenses and other current assets 

68.7 

61.0 

Deferred income taxes 

101.5 

80.6 

Net assets of discontinued operations 

35.8 

176.4 

Total Current Assets 

841.3 

986.1 

Land, Buildings and Equipment, at cost: 



Land 

141.9 

129.2 

Buildings 

801.7 

6913 

Equipment 

1,214.6 

1,124.0 

Construction in progress 

245.8 

194.5 

Total land, buildings and equipment 

2,404.0 

2,139.0 

Less accumulated depreciation 

(815.9) 

(762.6) 

Net Land, Buildings and Equipment 

1,588.1 

1,376.4 

Other Assets: 



Intangible assets, principally goodwill 

5T2 

72.9 

Investments and miscellaneous assets 

170.1 

119.6 

Marketable investments, at cost 

231.4 

118.3 

Total Other Assets 

458.7 

310.8 

Total Assets 

S2,888.1 

$2,673.3 

Liabilities and Stockholders’ Equity 



Current Liabilities: 



Accounts pay able 

S 436.8 

$ 460.8 

Current portion of long-term debt 

TO 

1.5 

Notes payable 

126.8 

370.1 

Accrued taxes 

145.7 

77.1 

Accrued payroll 

1277 

110.1 

Other current liabilities 

194.4 

166.6 

Total Current Liabilities 

1,038.4 

1,186.2 

Long-term Debt 

536.3 

361.5 

Deferred Income Taxes 

1T2.8 

183.1 

Deferred Income Taxes — Tax Leases 

226.5 

230.6 

Accrued Postretirement Benefits 

122.4 

— 

Other Liabilities and Deferred Credits 

59.8 

63.4 

Total Liabilities 

2,156.2 

2,024.8 

Stockholders' Equity: 



Cumulative preference stock, none issued 

— 

— 

Common stock, 102.1 shares issued 

222.3 

223.3 

Retained earnings 

1,327.8 

1,067.9 

Less common stock in treasury, at cost, 



shares of 21.5 and 18.4, respectively 

(781.9) 

(608.2) 

Cumulative foreign currency adjustment 

(36.3) 

(34.5) 

Total Stockholders' Equity 

7319 

648.5 

Total Liabilities and Stockholders Equity 

$2,888.1 

$2,673.3 


See accompanying notes to consolidated financial statements 
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Consolidated Statements of Cash Flows 


Fiscal Year Ended 


In Millions 

May 28, 1989 

May 29. 198H 

May 31, 1987 

Cash Flows - Operating Activities: 




Earnings from continuing operations 

Adjustments to reconcile earnings to cash Mow: 

S 315.3 

$ 282.2 

$ 215.2 

Depreciation and amortization 

152.3 

1311 

115.0 

Deferred income taxes 

24.1 

28.2 

7.1 

Change in current assets and liabilities* 

531 

(83.4) 

78.8 

Other, net 

(17.5) 

(31.5) 

22.7 

Cash provided by continuing operations 

Cash provided (used) by discontinued operations, 

527.3 

326.6 

438.8 

including related income taxes 

(171.4) 

14.1 

(22.9) 

Net Cash Provided by Operating Activities 

355.9 

340.7 

415.9 

Cash Flows - Investing Activities: 




Purchases of land, buildings and equipment 

(442.4) 

(410.7) 

(329.1) 

Investments in businesses, intangibles and affiliates 

(7.8) 

(36.2) 

(7.8) 

Cash provided by disposal of land, buildings and equipment 

8.9 

130 

17.7 

Proceeds from dispositions 

5936 

22.4 

93.0 

Other, net 

(2.1) 

(8.5) 

7.0 

Net Cash Provided (Used) by Investing Activities 

150.2 

(420.0) 

(219.2) 

Cash Flows - Financing Activities: 




Increase (decrease) in notes payable 

(242.1) 

367.2 

(3.5) 

Issuance of long-term debt 

195.2 

87.1 


Reduction of long-term debt 

(17.4) 

(108.2) 

(176.5) 

(Increase) decrease in marketable investments 

(112.6) 

(68.3) 

38.5 

Cash flows from tax leases 

(4.1) 

2.1 

54.4 

Purchases of common stock for treasury 

(189.2) 

(246.6) 

(80.7) 

Common stock issued 

14.5 

20.2 

20.4 

Dividends paid 

(154.4) 

(139.3) 

(110.8) 

Net Cash Used by Financing Activities 

(510.1) 

(85.8) 

(207.3) 

Decrease in Cash and Short-term Investments 

S (4.0) 

1(165.1) 

S (10.6) 

*Cash Flow from Changes in Current Assets and Liabilities: 




Receivables 

S (34.5) 

$ (11.4) 

$ (10.5) 

Inventories 

40.6 

(99.3) 

(47.7) 

Prepaid expenses and other current assets 

(17.4) 

(9.6) 

(2.7) 

Accrued taxes 

52.5 

(20.4) 

96.2 

Accounts parable and other current liabilities 

11.9 

57.3 

435 

Change in Current Assets and Liabilities 

S 531 

$ (83.4) 

S 78.8 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Note One: Summary of Significant Accounting Policies 

A Principles of Consolidation 

The consolidated financial statements include the following 
domestic and foreign operations: parent company and major¬ 
ity-owned subsidiaries; and General Mills' investment in and 
share of net earnings or losses of 20-50% owned companies. 

Effective May 30, 1988, we adopted Statement of Financial 
Accounting Standards No. 9-*, “Consolidation of All Majority- 
owned Subsidiaries." This standard requires us to consoli¬ 
date General Mills Finance, Inc., which was previously 
accounted for by the equity method because of the different 
nature of its operations. Prior year financial statements were 
restated its required. 

Our fiscal year ends on the last Sunday of May. Fiscal years 
1989 and 1988 each consisted of 52 weeks and fiscal year 
1987 consisted of 53 weeks. The fiscal years of foreign opera¬ 
tions (other than Canada) generally end in April. 

Certain 1988 and 198 7 amounts have been reclassified to 
conform to the 1989 presentation. 

B. Land , Buildings ; Equipment and Depreciation 
Buildings and equipment are depreciated over estimated 
useful lives ranging from 3-50 years, primarily using the 
straight-line method. Accelerated depreciation methods are 
generally used for income tax purposes. 

When an item is sold or retired, the accounts are relieved 
of cost and the related accumulated depreciation; the result¬ 
ing gains and losses, if any, are recognized. 

C Inventories 

Inventories are valued at the lower of cost or market. Certain 
domestic inventories are valued using the LIFO method, 
while other inventories are generally valued using the FIFO 
method. 

D Amortization of Intangibles 

Gcxxiwill represents the difference between purchase prices 
of acquired companies and the related fair values of net 
assets acquired and accounted for by the purchase method 
of accounting. .Any gcxxiwill acquired after October 19 7 0 is 
amortized on a straight-line basis over 40 years or less. 

The costs of patents, copyrights and other intangible assets 
are amortized evenly over their estimated useful lives. Most 
of these costs were incurred through purchases of 
businesses. 

The Audit Committee of the Board of Directors annually 
reviews gcxxiwill and other intangibles. At its meeting on 
April 24, 1989, the Board of Directors affirmed that the 
remaining amounts of these assets have continuing value. 


E Research and Deielopment 

.All expenditures for research and development are charged 
against earnings in the year incurred. The charges for fiscal 
1989, 1988 and 198“' were $41.2 million, $39.5 million and 
$3 7 0 million, respectively. 

F Income Taxes 

Income taxes include deferred income taxes that result from 
timing differences between earnings for financial reporting 
and tax purposes. Investment tax credits are reflected as 
reductions of income taxes in the year eligible assets are 
placed in serv ice. 

G. Earnings pet * Share 

Earnings per share has been determined by dividing the 
appropriate earnings by the weighted average number of 
common shares outstanding during the year. Common share 
equivalents were not material. 

H Foreign Cutrency Translation 

For most foreign operations, local currencies are considered 
the functional currency: Assets and liabilities are translated 
using the exchange rates in effect at the balance sheet date. 
Results of operations are translated using the average 
exchange rates prevailing throughout the pericxi. Translation 
effects are accumulated as part of the foreign currency 
adjustment in stockholders' equity. 

Gains and losses from foreign currency transactions are 
generally included in net earnings for the period. 

/ Statements of Cash Flows 

Effective May 30, 1988, we adopted Statement of Financial 
Accounting Standards No. 95, “Statement of Cash Flows," 
which requires presentation of a statement of cash flows 
instead of a statement of changes in financial position. Prior 
year statements were restated to conform to the new presen¬ 
tation. For purposes of the statement of cash flows, we 
consider all highly liquid investments purchased w ith a 
maturity of three months or less to be cash equivalents. 

Note Two: Discontinued Operations 

In fiscal 1989, we sold the Specialty Retailing segment of our 
business, consisting of The Talbots, Inc. and Eddie Bauer, 

Inc. and its related Canadian assets. We received proceeds of 
$589.0 million and recognized a gain of $224.4 million 
($2. 7 4 per share). This gain was net of after-tax operating 
losses of $4.9 million and of income tax expense of $148.0 
million. 
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In fiscal 1989, we discontinued the operation of York Steak 
House Systems, Inc., our cafeteria-style restaurant operation. 
We have now sold or closed all units. This disposition 
resulted in a loss of $273 million ($.33 per share). This loss 
was net of after-tax operating losses of $6.2 million and of 
income tax benefit of $9.4 million. 

Also in fiscal 1989, we approved plans to dispose of Vro- 
man Foods, Inc., our frozen novelties operation. We are in 
the process of selling this operation. This disposition 
resulted in a loss of $26.0 million ($.32 per share). This loss 
was net of after-tax operating losses of $8.2 million and of 
income tax benefit of $15.5 million. 

Other minor adjustments were made during fiscal 1989 for 
previously discontinued operations. 

The net assets of the discontinued operations included on 
the balance sheet as of May 28, 1989. amounted to $35.8 mil¬ 
lion and consisted primarily of receivables, inventory, fixed 
assets, certain intangibles and miscellaneous liabilities. The 
prior year balance sheet has not been restated. 

In fiscal 1987, we sold The Furniture Group America, Inc., 
consisting of our Pennsylvania House and Kittinger furniture 
operations. The discontinuance of this line of business 
resulted in a net gain of $12.3 million ($.14 per share). This 
gain was net of after-tax operating losses of $1.1 million and 
income tax expense of $9.4 million. 

Also during fiscal 1987, we recorded additional after-tax 
charges related to our previously discontinued businesses of 
$12.3 million ($.14 per share ). These adjustments were pri¬ 
marily due to additional estimated tax costs, as well as the 
estimated effects of the Tax Reform Act of 1986 and other 
minor adjustments to established reserves. 

Sales for the discontinued operations were $149.6 million, 
$798.1 million and $698.1 million for fiscal 1989, 1988 and 
1987, respectively. 

The Consolidated Statements of Earnings have been re¬ 
stated to show continuing operations for the periods 
presented with discontinued operations shown separately. 
The Notes to Consolidated Financial Statements relate to 
continuing operations only. 

Note Three: Unusual Items 

In fiscal 1989, unusual items included a state tax refund, a 
litigation settlement and a write-off of equipment resulting 
in an increase in net earnings of $1.9 million ($.02 per 
share). During fiscal 1988, we disposed of our Pioneer Prod¬ 
ucts and Leeann Chin's operations resulting in an increase in 
net earnings of $0.4 million ($.01 per share). In fiscal 198 7 , 
unusual items included insurance settlements, a land con¬ 


demnation and the sale of a grain terminal elevator resulting 
in an increase in net earnings of $8.6 million ($.10 per 
share). 

Note Four: Inventories 

The components of inventories are as follows: 

In Millions _ May 28, 1989 May 29. 1988 


Raw materials, work in process and supplies 

SI 98.9 

5210.8 

Finished goods 

204.8 

209.1 

Grain 

319 

56.6 

Reserve for UFO valuation method 

(65.5) 

(53.0) 

Total inventories 

5370.1 

5423 5 


At May 28, 1989, and May 29, 1988, respectively, inventories 
of $180.1 million and $185.2 million were valued at LIFO. If 
the FIFO method of inventory accounting had been used in 
place of UFO, reported earnings per share would have been 
higher by $.09 in fiscal 1989, $.01 in fiscal 1988, and $.03 in 


fiscal 1987. 



Note Five: Notes Payable 



The components of notes payable 

are as follows: 


In Millions 

May 28. 1989 

May 29. 1988 

U.S. commercial paper 

5221.0 

5285.1 

Banks 

55.8 

850 

Amount reclassified to long-term debt 

(150.0) 

- 

Total notes parable 

$126.8 

$3'0.1 


To ensure availability of funds, we maintain domestic bank 
credit lines sufficient to cover our outstanding commercial 
paper. As of May 28,1989, we had $150.0 million fee-paid 
lines and $150.0 million uncommitted, no-fee lines available. 
Foreign subsidiaries had $36.7 million of unused credit 
lines. 

We have a revolving credit agreement expiring in fiscal 
1992 (extendable to fiscal 1994 at our option) that provides 
for die fee-paid credit lines. This agreement provides us with 
the ability to refinance short-term borrowings on a long¬ 
term basis and therefore, we have reclassified a portion of 
our notes payable as long-term. 

In fiscal 1989, we entered into agreements ranging from 18 
months to 60 months that convert the variable interest rates 
on an aggregate notional amount of $P4.0 million to fixed 
interest rates ranging from 9 383% to 9.785%. 
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Note Six: Long-term Debt 


In Millions 

May 28. 1989 

May 29. 1988 

Zero coupon notes, yield 1114%. $555.5 
due August 15, 2013 

9-Vfe% sinking fund debentures 

S 41.1 

$ 376 

due March 1, 2009 

109.9 

1133 

Zero coupon notes, yield 11 73%. $80 6 
due August 15, 2004 

Currency purchase obligation, yield 9 29%. 

14.3 

14.7 

due through November 15, 1993 

32.7 

- 

12% notes due December 19, 1991 

Zero coupon notes, yield l4Vfe%, $49.2 

64 0 

693 

due June 30. 1991 

36.7 

319 

14% Australian dollar notes due July 27 1990 

70.2 

70.2 

Notes payable, reclassified 

150.0 

- 

Other, no individual item greater than $3 2 

24 4 

26.0 


5433 

363.0 

Less amounts due within one year 

(7.0) 

(15) 

Total long term debt 

$536.3 

$361.5 


Our debt shelf registration statements permit the issuance of 
up to $229.6 million net proceeds in unsecured debt securi¬ 
ties to reduce short-term debt and for other general 
corporate purposes. In fiscal 1989, we authorized the use of 
the shelf registrations for a medium-term note program. This 
program allows us to issue debt quickly for various amounts 
and at various rates and maturities. 

In fiscal 1989, we entered into a currency purchase obliga¬ 
tion to make monthly payments for five years based on 30- 
day commercial paper rates applied to a notional amount of 
$100.0 million. We recorded the value of this obligation at 
$35.5 million based upon a five-year fixed rate of 9.29%. The 
principal balance will be amortized over the five-year 
period. The difference between the principal amount amor¬ 
tized and the floating rate payments will be charged to 
interest expense. The floating rate at May 28,1989 was 
9 84%. The obligation is secured by $53 0 million of corpo¬ 
rate commercial paper and is held under a trust agreement. 


In fiscal 1988, we issued from our shelf registration state¬ 
ments 100 million Australian dollar notes (approximately $"0 
million), due July 2“*, 1990, at 14%. In a related transaction 
we entered into an agreement to convert the Australian dol¬ 
lar principal and interest obligations into U.S. dollars. This 
agreement also converts the fixed interest rate to a variable 
interest rate (8.95% at May 28, 1989). 

In fiscal 198", we purchased $53 3 million face amount of 
the zero coupon notes, 14V«% yield, which decreased net 
earnings by $4.4 million ($.05 per share) 

In fiscal 198“\ certain debt warrants that expire on Decem¬ 
ber 19, 1989, were exercised, resulting in the issuance of 
$25.2 million principal amount of the 12% Series B notes. We 
called $33 8 million of the 12% Series A notes. We also pur¬ 
chased $29 9 million principal amount of 12% Series B notes 
which decreased net earnings by $2.5 million ($.03 per 
share). 

In fiscal 198 7 , we purchased $343.9 million and S"9.5 mil¬ 
lion face amount of the zero coupon notes, 11.14% and 
11. 7 3% yield, respectively. These transactions decreased fis¬ 
cal 1987 net earnings by $9.9 million ($.11 per share). In 
related transactions, we sold US. Treasury securities (which 
we purchased with the original debt proceeds) and 
increased fiscal 198" net earnings by $13 " million ($.15 per 
share). 

We have an agreement that converts die fixed interest rate 
on our 12% notes to a variable interest rate (9"9% at May 28, 
1989). 

The sinking fund and principal payments due on long¬ 
term debt are (in millions) $".0, $"8.2, $112.1 ($124.6 face 
amount), $16.2 and $10.8 in fiscal years ending 1990, 1991, 
1992,1993 and 1994, respectively. The notes payable that are 
reclassified under our revolving credit agreement are not 
included in these principal payments. 

The marketable investments caption on the Consolidated 
Balance Sheets consists of corporate commercial paper, cer¬ 
tificates of deposit and zero coupon US Treasury securities. 
These investments are intended to provide the funds for the 
payment of principal and interest for the zero coupon notes 
due August 15, 2013 and 2004, the Australian dollar notes and 
the currency purchase obligation. 

Certain debt issues have been removed from our Consoli¬ 
dated Balance Sheets through the creation of irrevocable 
trusts. The principal and interest of the securities deposited 
with the trustee will be sufficient to fund the scheduled prin¬ 
cipal and interest payments of these debt issues. At May 28, 
1989, there was $91.6 million of this debt outstanding. 
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Note Seven: Stockholders' Equity 


$.75 Par Value Common Stock 

(250.0 Million Shares Authorized) Cumulative 


Issued 

Treasury 

Retained 

Foreign 

Currency 


In Millions. Except per Share Data 

Shares 

Amount 

Shares 

Amount 

Earnings 

.Adjustment 

Total 

Balance at May 25. 1986 

102.1 

$215.9 

(12.4) 

$(314.1) 

S 812.9 

$(32.2) 

$ 68 J 5 

Net earnings 





222.0 


222.0 

Cash dividends declared — $1.25 per share 

Stock option, profit sharing and 





(110.8) 


(110.8) 

employee stock ownership plans 


5.0 

0.6 

15.4 



20.4 

Shares purchased on open market 



(2.0) 

(80.7) 



(80.7) 

Translation adjustments, net of income taxes of $5.1 






(30) 

(3-0) 

Balance at May 31, 198- 

102.1 

220.9 

(13.8) 

(379.4) 

924.1 

(35.2) 

730.4 

Net earnings 





2831 


283 1 

Cash dividends declared — $1.60 per share 

Stock option, profit sharing and 





(1393) 


(139.3) 

emplo\ee stock ownership plans 


2.4 

0.6 

17.8 



20.2 

Shares purchased on open market 



(52) 

(246.6) 



(246.6) 

Translation adjustments, net of income taxes of $5.8 






0.7 

0.7 

Balance at May 29. 1988 

102.1 

2233 

(18.4) 

(608.2) 

1.067.9 

(34 5) 

648.5 

Net earnings 





414.3 


414.3 

Cash dividends declared — $ 1 88 per share 





(154.4) 


(154.4) 

Stock option and profit sharing plans 


(10) 

0.4 

15.5 



14.5 

Shares purchased on open market 



(3.5) 

(189.2) 



(189.2) 

Translation adjustments, net of income taxes of $1 8 






(1.8) 

(18) 

Balance at May 28. 1989 

102.1 

$222.3 

(21.5) 

$(-81.9) 

$1,327.8 

H 36.3) 

$7319 


Cumulative preference stock of 5 0 million shares, without 
par value, is authorized hut unissued. 

We have a shareholder rights plan that entitles each out¬ 
standing share of common stock to one-half of a right. Each 
right entitles the holder to purchase one one-hundredth of a 
share of cumulative preference stock (or, in certain circum¬ 
stances, common stock or other securities), exercisable upon 
the occurrence of certain events. The rights are not transfer¬ 
able apart from the common stock until a person or group 
has acquired 20 percent or more, or makes a tender offer for 
20 percent or more, of the common stock. If the Company is 
then acquired in a merger or other business combination 
transaction, each right will entitle the holder (other than the 


acquiring company) to receive, upon exercise, common 
stock of either the Company or the acquiring company hav¬ 
ing a value equal to two times the exercise price of the right. 
The rights are redeemable by the Board in certain circum¬ 
stances and expire on March 7,1996. At May 28, 1989, there 
were 40.3 million rights issued and outstanding. 

The Board of Directors has authorized the repurchase, 
from time to time, of common stock for our treasury; pro¬ 
vided that the number of shares in the treasury shall not 
exceed 25.0 million. Subsequent to year end, we sold shares 
of common stock from our treasury to our Employee Stock 
Ownership Plans (see Note Ten). 
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Note Eight: Stock Options 


The following table contains information on stock options: 

Average Option 
Shares Price Per Share 

Granted 



1989 

1,634,010 

$46.92 

1988 

7^8,872 

51.76 

198' 

869,400 

44.11 

Exercised: 



1989 

548,662 

$20.33 

1988 

715392 

19.47 

198" 

526.420 

19 48 

Expired 



1989 

155,816 

$35.43 

1988 

155.234 

I 

- 

O 

198" 

59.929 

26 42 

Outstanding at year-end 



1989 

4,548,485 

$39 26 

1988 

3,618.953 

32.77 

1987 

3 , 710.707 

2599 

Exercisable at year-end 



1989 

2,329.430 

$31 61 

1988 

2.340327 

24.84 

1987 

2.283.259 

1933 


Options and restricted stock for a total of 5, T7 9,69“ r shares 
are available for grant to officers and key employees under 
our 1988 stock option plan, under which grants may be 
made until September 30,1993 The options may be granted 
subject to approval of the Compensation Committee of the 
Board of Directors at a price not less than 100% of the fair 
market value on the date the option is granted. Options now 
outstanding include some granted under the 19 7 5, 1980 and 
1984 option plans, under which no further options may be 
granted. All options expire within 10 years plus one month 
after the date of grant. The plans provide for full vesting of 
benefits in the event there is a change of control. 

The Compensation Committee may make awards of 
restricted stock to key employees and determine the length 
of the restricted period and the purchase price, if any, to be 
paid by the employee. 

The 1980, 1984 and 1988 plans permit the granting of per¬ 
formance units corresponding to stock options granted. The 
value of performance units will be determined by return on 
equity and growth in earnings per share measured against 
preset goals over three-year performance periods. For seven 
years after a performance period, holders may elect to 
receive the value of performance units (with interest) as an 
alternative to exercising corresponding stock options. On 
May 28, 1989, there were 1 , 880,“"48 outstanding options with 


corresponding performance units or performance unit 
accounts. 

The 1984 and 1988 plans provide for granting of incentive 
stock options as well as non-qualified options. No incentive 
stock options have yet been granted. 


Note Nine: Interest Expense 

The components of net interest expense are as follows: 

Fiscal Year 


In Millions 

1989 

1988 

1987 

Interest expense 

$637 

$53 o 

$44." 

Capitalized interest 

(8.4) 

(SI 1 

(2.9) 

Interest income 

(27.8) 

(13 4 1 

(136) 

Interest expense, net 

$27.5 

$ 35.1 

$28.2 


During fiscal 1989, 1988 and 1987, we paid interest (net of 
amount capitalized) of $49 9 million, $40.6 million and $33 5 
million, respectively. 

The Tax Reform Act of 1986 reduced the income tax rate 
from 46 % to 34% effective July 1, 1987. This change in the 
rate affected the assumptions made in accounting for our tax 
benefit leases and resulted in an after-tax decrease in net 
interest expense of $ 7 .7 million ($.09 per share) in fiscal 
198 7 

Note Ten: Retirement Plans 

We have defined benefit plans covering most employees. 
Benefits for salaried employees are based on length of ser¬ 
vice and final average compensation. The hourly plans 
include various monthly amounts for each year of credited 
service. Our funding polic\ r is consistent w ith the funding 
requirements of federal law and regulations. Our principal 
plan covering salaried employees has a provision that any 
excess pension assets w-ould be vested in plan participants if 
the plan is terminated within five years of a change in con¬ 
trol Plan assets consist principally of listed equity securities 
and corporate obligations, insurance contracts and U.S. gov¬ 
ernment bonds. 
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In fiscal 1988, we adopted Statement of Financial Account¬ 
ing Standards No. 87 “Employers* Accounting for Pensions." 
Components of the net pension credit are as follows: 

Fiscal Year 


In Millions 

1989 

1988 

Service cost — benefits earned 

Interest cast on projected benefit 

S 11 1 

$ 10.3 

obligation 

42.5 

41.0 

Actual return on plan assets 

(122.9) 

1.1 

Net anion ization and deferral 

337 

(863) 

Net pension credit 

$(35.6) 

$(33 9) 

The weighted-average discount rate and rate of increase in 
future compensation levels used in determining the actu¬ 
arial present value of the benefit obligations w*ere 10.19% 

and 6 % in fiscal 1989, and 10.67% and 6 % in fiscal 1988, 


respectively. The expected long-term rate of return on assets 

was 11.35%. 



The funded status of the plans 

and the amount recognized 

on the Consolidated Balance Sheets (as determined on May 

31, 1989 and 1988) are as follows 



In Millions 

May 28. 1989 May 29. 1988 

Actuarial present value of benefit 



obligations 



Nested benefits 

S 356.8 

$320.4 

Nonvested benefits 

36.4 

35.5 

Accumulated benefit obligation 

3932 

3559 

Projected benefit obligation 

454.1 

411.8 

Plan assets at fair value 

702.3 

594.1 

Plan assets in excess of the projected benefit 


obligation 

248.2 

182.3 

Unrecognized prior service cost 

2.1 

— 

Unrecognized net loss 

42.2 

74.7 

Unrecognized transition asset 

(203.7) 

(214.1) 

Prepaid pension asset 

S 88.8 

$ 42.9 


Defined benefit plan pension expense for fiscal 198 7 was 
$76 million. 

We have a few defined contribution plans that provide for 
benefits based on accumulated contributions and investment 
income. Such plans had net assets of $321.8 million at May 
31,1989. Our contributions to the plans expensed in fiscal 
1989, 1988 and 1987 were $9.8 million, $107 million and 
$11.8 million, respectively. 

The Board of Directors has authorized two new Employee 
Stock Ownership Plans (ESOPs) within two of our existing 
defined contribution plans. Subsequent to year end, on 
June 7,1989, the ESOP for certain employees of General 
Mills, Inc. borrowed $92.4 million in a private loan transac¬ 
tion and purchased 1.6 million shares of common stock from 
the Company's treasury. The loan provides for quarterly pay¬ 


ments through June 30, 2007 and is guaranteed by the Com¬ 
pany. Due to the debt guaranty; the loan will be reflected on 
our balance sheet in fiscal 1990 with a related offset in stock¬ 
holders’ equity. 

On July 10, 1989, the ESOP for the employees of General 
Mills Restaurants, Inc. purchased .8 million shares of com¬ 
mon stock from the Company's treasury for a $50.0 million 
note. 

Note Eleven: Other Post retirement Benefits 

We sponsor a variety of plans that provide health care bene¬ 
fits to the majority of our retirees. Some of these plans 
require contributions from the retirees. During fiscal 1989, 
we changed our method of accounting for these costs from 
the pay-as-you-go basis to accruing the expected cost of pro¬ 
viding benefits to an employee and covered dependents 
during the employees related service period. Accrual 
accounting was adopted to recognize matching of costs 
incurred to the period in which service is rendered by the 
employee. 

The cumulative effect as of May 30,1988 of changing to the 
accrual basis was a decrease in net earnings of $ 7 0.0 million 
($.85 per share ), net of deferred income tax benefit of $457 
million. The effect of the change was to increase postretire¬ 
ment benefit costs in fiscal 1989 by $6.7 million. We are 
unable to accurately determine what the effects would have 
been in prior y ears and, therefore, have not disclosed pro 
forma amounts for fiscal 1988 and 1987 

W r e recognized health care benefit costs of $12.0 million in 
fiscal 1989 on the accrual basis and $4.9 million and $47 mil¬ 
lion in fiscal 1988 and 1987 respectively, on the pay-as-you- 
go basis. 

Note Twelve: Profit-Sharing Plans 

We have profit-sharing plans to provide incentives to key' 
individuals who have the greatest potential to contribute to 
current earnings and successful future operations. These 
plans were approved by the Board of Directors upon recom¬ 
mendation of the Compensation Committee. The awards 
under these plans depend on profit performance in relation 
to pre-established goals. The plans are administered by the 
Compensation Committee, which consists of outside direc¬ 
tors. Profit-sharing expense, including performance unit 
accruals, was $11.1 million in fiscal 1989, $8.8 million in fiscal 
1988 and $107 million in fiscal 1987 
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Note Thirteen: Income Taxes 

The components of earnings before income taxes and the 
income taxes thereon are its follows. 

Fiscal Year 


In Millions 

1989 

1988 

198*" 

Earnings before income txxes 




U.S. 

9482.1 

$442.3 

$394.0 

Outside U.S. 

35.4 

28.1 

24.8 

Total earnings before income taxes 

$517.5 

$4~0.4 

$418.8 

Income taxes: 




Current: 




Federal taxes 

$145.3 

$1234 

$159.4 

State and local txxes 

235 

29.5 

28.5 

Foreign txxes 

9.3 

^.1 

8.6 

Total current income txxes 

178.1 

1600 

1965 

Deferred income txxes 




(principally U.S.) 

24.1 

28.2 

7.1 

Total income txxes 

$202.2 

$188.2 

$203 6 


During fiscal 1989, 1988 and 198", we paid income taxes of 
$240.2 million, $1"5.4 million and $35.3 million, respectively. 

In prior years we purchased certain income tax items 
from other companies through tax lease transactions. Total 
current income taxes charged to earnings in fiscal 1989,1988 
and 198" reflect the amounts attributable to operations and 
have not been materially affected by these tax leases. Actual 
current taxes payable on fiscal 1989 and 1988 operations 
were increased by approximately $5 million and $2 million, 
respectively and on fiscal 198 7 operations were reduced by 
approximately $55 million due to the effect of tax leases. 
These tax benefits are temporary in nature and do not affect 
taxes for statement of earnings purposes since the amount of 
benefits (net of the consideration paid to the sellers) will be 
repaid to the government in future years over the terms of 
the leases. The repayment liability' is classified as ‘Deferred 
Income Taxes - Tax Leases.” 

Deferred income taxes result from timing differences in 
the recognition of revenue and expense for tax and financial 
statement purposes. The tax effects of these differences 
follow: 

Fiscal Year 


In Millions 

1989 

1988 

198~ 

Depreciation 

SI 0.9 

$12.3 

$21.9 

Prepaid pension xsset 

18.2 

16.5 

- 

Utilization of contribution carry over 

— 

91 

— 

Interest 

(13) 

0.8 

(11.2) 

Accrued expenses 

(2.7) 

(15.2) 

29 

Other 

(10) 

4.“’ 

(6.5) 

Total deferred income txxes 

$24.1 

$28.2 

$ 7.1 


In addition, we had a deferred income tax benefit of $45.7 
million resulting from the cumulative effect of the account¬ 
ing change for postretirement benefits in fiscal 1989. 

The following table reconciles the US. statutory- income 
tax rate with the effective income tax rate. 

Fiscal Year 



1989 

1988 

198"* 

U.S statutory rate 

34 0% 

350% 

46 0% 

State and local income txxes. net 

of federal txx benefits 

3 6 

4.9 

36 

Other, net 

1 5 

0.1 

(10) 

Effective income txx rate 

39 1 % 

40 0% 

48 6% 


Provision has been made for foreign and U.S. taxes that 
would be payable on foreign operations earnings that are 
not considered permanently reinvested. Additional income 
taxes have not been provided on unremitted earnings of for¬ 
eign operations amounting to $80.2 million that are 
expected by management to be permanently reinvested. If a 
portion were to be remitted, income tax credits would sub¬ 
stantially offset any resulting tax liability 


Note Fourteen: Leases 

.An analysis of rent expense by property leased follows: 

Fiscal Year 


In Millions 

1989 

1988 

1987 

Restaurant space 

517.2 

$10.0 

$ 6.6 

Warehouse space 

8.1 

7.2 

6.5 

Office space 

5.0 

38 

36 

Transportation equipment 

2.2 

2.3 

2.2 

All other 

3 1 

29 

2.9 

Total rent expense 

$356 

$26.2 

$218 


Some leases require payment of property taxes, insurance 
aid maintenance costs in addition to the rent payments. 
Contingent and escalation rent in excess of minimum rent 
payments and sublease income netted in rent expense were 
insignificant. 

Noncancelable future lease commitments are (in millions) 
$25.9 in 1990, $24.8 in 1991, $23 2 in 1992, $21.6 in 1993, 

$20.4 in 1994 aid $1"0.5 after 1994, with a cumulative total of 
$286.4. 
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Note Fifteen: Segment Information 

Unallocated 


In Millions 

Consumer 

Foods 

Restaurants 

Corporate 
Items (a) 

Consolidated 

Total 

Sales 

1989 

$3,998.7 

$1,621.9 


$5,620.6 

1988 

3,667.5 

1,312.1 


4,979.6 

1987 

3397.6 

1,112.5 


4,510.1 

Operating Profits 

1989 

452.4 

127.7 

$(62.6) 

517.5 

1988 

421.2 

104.0 

(54.8) 

470.4 

1987 

382.8 

91.8 

(55.8) 

418.8 

Identifiable Assets (b) 

1989 

1.571.6 

862.2 

454.3 

2 ,888.1 

1988 

1391.6 

736.0 

545.7 

2,673.3 

1987 

1,171.6 

557.9 

632.7 

2 ,362.2 

Capital Expenditures 

1989 

254.1 

182.9 

5.4 

442.4 

1988 

184.2 

157.3 

69.2 

410.7 

1987 

142.1 

142.4 

44.6 

329.1 

Depreciation Expense 

1989 

96.0 

51.3 

1.5 

148.8 

1988 

85.7 

41.7 

1.4 

128.8 

1987 

77.8 

33.4 

1.6 

112.8 


(a) Corporate expenses reported here include net interest expense and general corporate expenses. Corporate capital expenditures include capital expenditures 
of discontinued operations through the date disposition was authorized. 

(b) Identifiable assets for our segments consist mainly of receivables, inventories, prepaid expenses, net land, buildings and equipment, intangible assets and 
investments and miscellaneous assets. Corporate identifiable assets consist mainly of cash, short-term investments, deferred income taxes, marketable 
investments and net assets of discontinued operations. 


Note Sixteen: Quarterly Data (unaudited) 

Summarized quarterly data for fiscal 1989 and 1988 follows: 


In Millions, Except Per Share 
and Market Price Amounts 

First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Total \ear 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

Sales 

$1,337.0 

$1,215.3 

S 1,398.5 

11,284.8 

$1,446.0 

$1,231.6 

$1,4391 

$1,247.9 

$5,620.6 

$4,979.6 

Gross profit * 

Earnings after taxes — 

616.7 

562.6 

622.8 

597.6 

652.6 

565.0 

6137 

558.3 

2,505.8 

2,283-5 

Continuing operations** 

Earnings per share — 

90.5 

85.2 

82.3 

75.4 

84.8 

67.9 

57.7 

53.7 

315.3 

282.2 

Continuing operations 

1.10 

97 

1.00 

.85 

1.03 

.78 

.72 

.64 

385 

324 

Discontinued operations after taxes 

198.3 

(8.0) 

(3.8) 

4.2 

(3.4) 

3.5 

(22.1 ) 

1.2 

169.0 

0.9 

Cumulative effect of accounting change 

(70.0) 

- 

- 

— 

— 

— 

— 

— 

(70.0) 

— 

Net earnings 

218.8 

77.2 

78.5 

79.6 

81.4 

71.4 

35.6 

54.9 

414.3 

283.1 

Net earnings per share 

2.66 

.87 

.96 

.90 

.99 

.83 

.45 

.05 

5.06 

325 

Dividends per share 

Market price of common stock 

.47 

.40 

.47 

.40 

.47 

.40 

.47 

.40 

1.88 

1.60 

High 

51'/8 

62% 

58 

59% 

57 */2 

52% 

67 3 /4 

51% 

67% 

62% 

Low 

44% 

5 2% 

48V* 

40% 

49% 

4114 

537* 

43'/* 

44% 

40% 


* Before charges for depreciation. 

** Earnings after taxes for the first three quarters in fiscal 1989 were restated for changing our method of accounting for postretirement benefits. The effect of 
this change was immaterial 
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Eleven Year Financial Summary as Reported 


Amount in Millions, Except fVr Share Data 

May 28, 1989 

May 29. 1988 

May 31, 1987 

Financial Results 

Earnings (loss) per share (a) 

$ 5.06 

$ 325 

$ 2.50 

Return on average equity 

60.0% 

41.1% 

31.4% 

Dividends per share (a) 

S 1.88 

1.60 

1.25 

Sales (b) 

S 5,620.6 


5,1893 

Costs and expenses: 

Cost of sales (b) 

$ 3,114.8 

2,847.8 

2,834.0 

Selling, general and administrative (b) 

$ 1,808.5 

ino.5 

1,757.5 

Depreciation and amortization (b) 

S 152.3 

uo.o 

131.7 

Interest (bXc) 

S 27.5 

37.7 

32.9 

Earnings before income taxes (b) 

$ 517.5 

442.8 

433.2 

Net earnings (loss) 

$ 414.3(e) 

283.1 

222.0 

Net earnings (loss) as a percent of sales 

7.4% 

5.5% 

4.3% 

Weighted average number of common shares (aXg) 

81.9 

87.0 

88.7 

Taxes (income, payroll, property, etc.) per share (a h b » 

$ 397 

332 

3.60 

Financial Position 

Total assets 

S 2,888.1 

2,6*71.9 

2,280.4 

Land, buildings and equipment, net (b) 

$ 1,588.1 

13 7 6.4 

1,249.5 

Working capital at year-end 

S (197.1) 

(205.5) 

(57.1) 

Long-term debt, excluding current portion 

S 536.3 

361.5 

285.5 

Stockholders’ equity 

S 7319 

648.5 

730.4 

Stockholders’ equity per share (a) 

$ 9.08 

* 7 .75 

8.28 

Other Statistics 

Cash provided by operations (b) 

$ 527.3 

329.9 

442.9 

Total dividends 

$ 154.4 

139.3 

110.8 

Gross capital expenditures (h) 

S 442.4 

410.7 

329.1 

Research and development (b) 

S 41.2 

40.7 

38.3 

Advertising media expenditures (b) 

$ 336.5 

345.9 

330.0 

Wages, salaries and employee benefits (b) 

S 987.1 

911.3 

958.6 

Number of employees (b) 

83,837 

7-1,453 

65,619 

Accumulated UFO reserve (b) 

S 65.5 

53.0 

51.5 

Common stcxk price range (a) 

S 67V*- 

62%- 

56- 

44% 

40V* 

37 

(a) Years prior to fiscal 1987 have been adjusted for the two-for-one stock split in November 1986. 

(b) Includes continuing operations only , years prior to fiscal 1989 include the discontinued cafeteria-style restaurant and frozen novelties operations, years prior to 


fiscal 1988 include the discontinued specialty retailing apparel operations, years prior to fiscal 198" 7 include the discontinued furniture operations, and years 
prior to fiscal 1985 include the discontinued toy, fashion and specialty retailing non-apparel operations. 

(c) Interest expense is net of interest income; amounts for years prior to fiscal 1986 are interest expense only with interest income included in selling, general and 
administrative expenses. 


Financial Data for Continuing Operations (years prior to fiscal 1909 restated) 


Fiscal Year Ended 


Amounts in Millions, Except IVr Share Data 

May 28, 1989 

May 29, 1988 

May 31, 1987 

May 25, 1986 

May 26, 1985 

Sales 

Earnings after taxes 

Earnings per share 

S 5,620.6 
$ 315.3 
$ 3.85 

$4,979.6 

282.2 

3.24 

$4,510.1 

215.2 

2.43 

$3,946.4 

178.6 

2.00 

$3,756.9 

136.4 

1.52 
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May 25, 1986 May 26, 1985 May 27, 1984 May 29, 1983 May 30, 1982 May 31, 1981 May 25, 1980 May 27,1979 


$ 2.06 

$ (.81) 

$ 2.49 

$ 2.45 

$ 2.23 

$ 1.95 

$ 1.68 

$ 1.46 

21.5% 

(6.5)% 

19.0% 

19.9% 

19.1% 

18.2% 

17.6% 

17.0% 

1.13 

1.12 

1.02 

.92 

.82 

.72 

.64 

.56 

4,586.6 

4,285.2 

5,600.8 

5,550.8 

5,312.1 

4,852.4 

4,170.3 

3,745.0 

2,563.9 

2,474.8 

3,1659 

3,1233 

3,081.6 

2,936.9 

2,578.5 

2,347.7 

1,547.2 

1,443.9 

1,841.7 

1,8316 

1,635.5 

1384.0 

1,145.5 

1,021.3 

113.1 

110.4 

133.1 

127.5 

1132 

99.5 

81.1 

73.3 

38.8 

60.2 

61.4 

58.7 

75.1 

57.6 

48.6 

38.8 

323.6 

195.9(d) 

398.7 

409.7 

406.7 

374.4 

316.6 

263.9 

183.5 

(72.9X0 

233.4 

245.1 

225.5 

196.6 

170.0 

147.0 

4.0% 

(1.7)% 

4.2% 

4.4% 

4.2% 

4.1% 

4.1% 

3.9% 

89.2 

89.5 

93.7 

100.2 

101.2 

100.8 

100.9 

100.7 

2.67 

2.01 

3.11 

2.85 

2.94 

2.79 

2.33 

1.99 


2,086.2 

2,662.6 

2,858.1 

2,943.9 

2,701.7 

2,301.3 

2,012.4 

1,835.2 

1,084.9 

956.0 

1,229.4 

1,197.5 

1,054.1 

920.6 

747.5 

643.7 

41.6 

229.4 

244.5 

235.6 

210.7 

337.3 

416.3 

441.6 

458.3 

449.5 

362.6 

464.0 

331.9 

348.6 

377.5 

384.8 

682.5 

1,023.3 

1,224.6 

1,227.4 

1,232.2 

1,145.4 

1,020.7 

916.2 

7.61 

11.51 

1353 

12.84 

12.25 

11.37 

10.16 

912 


466.5 

150.4 

236.1 

438.8 

280.2 

345.0 

193.3 

174.9 

100.9 

100.4 

96.0 

92.7 

82.3 

72.3 

64.4 

56.1 

244.9 

209.7 

282.4 

308.0 

287.3 

246.6 

196.5 

154.1 

41.7 

38.7 

63.5 

60.6 

53.8 

45.4 

44.4 

37.3 

317.0 

274.3 

349.6 

336.2 

284.9 

222.0 

2131 

188.9 

895.8 

860.2 

1,121.6 

1,115.2 

1,028.4 

907.0 

781.2 

717.1 

62,056 

63,162 

80,297 

81,186 

75,893 

71,225 

66,032 

64,229 

45.8 

47.5 

79.7 

79.7 

75.5 

73.7 

60.3 

46.5 

4014- 

30%- 

2814- 

28%- 

21- 

17%- 

1414- 

17- 

26 

23% 

20X4 

19% 

16% 

ny« 

9% 

12 


(d) Includes pretax redeployment charge of $75.8 million. 

(e) Includes after-tax discontinued operations income of $169 0 million and cumulative effect of accounting change charge of $70.0 million. 

(f) Includes after-tax discontinued operations charge of $188.3 million. 

(g) Years prior to fiscal 1983 include common share equivalents. 

(h) Includes capital expenditures of continuing operations and capital expenditures of discontinued operations through the date disposition was authorized. 
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